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1 . WE ARE IN GENERAL AGREEMENT WITH THRUST OF SECRETARIAT 
ANALYSIS, ALTHOUGH IT MIGHT REPRESENT A LOWER BOUNDARY OF 
WHAT WE CONSIDER LIKELY OUTCOME FOR 1976. WE WOULD EXPECT 
SOME SMALL POSITIVE GROWTH OF GNP MEASURED YEAR OVER YEAR 
RATHER THAN NO CHANGE (PARA 48 REFDOC). EXPORTS MAY BE UP 
A BIT MORE THAN THE ONE AND THREE QUARTERS PERCENT YEAR-ON- 
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YEAR RISE SEEN BY THE SECRETARIAT AND GROSS FIXED INVEST- 
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MENT MAY NOT FALL AS FAR AS 4.5 PERCENT, GIVEN THE SIZE OF 
NORTH SEA OIL OUTLAYS AND THE EXPECTED IMPROVEMENT IN 
RESIDENTIAL HOUSING. 

2. IN REGARD TO THE "NEW INDUSTRIAL STRATEGY", WE WELCOME 
ANNOUNCED POLICY FOR REINVIGORATING AND MODERNIZING INDUS- 
TRIAL STRUCTURE. A SUCCESSFUL POLICY WILL REQUIRE NOT ONLY 
MORE INVESTMENT IN THE PRIVATE SECTOR BUT ALSO A SYSTEM OF 
INCENTIVES WHICH ALLOWS INDUSTRY TO BE MORE ADAPTABLE TO 
CHANGING CIRCUMSTANCES. WHAT IS THE GOVERNMENT'S TIMETABLE 
FOR IMPLEMENTATION ON THE NEW INDUSTRIAL STRATEGY? WHAT IS 
THE SCALE OF GOVERNMENT RESOURCES WHICH WILL BE DEVOTED TO 
THE NEW POLICY TO INSURE ITS SUCCESS? 

3. WE UNDERSTAND FROM PRESS COMMENTS THAT ONLY ABOUT 25 
PERCENT OF UNIONIZED WORKERS HAVE NEGOTIATED CONTRACTS 
SINCE THE WAGE RESTRAINT PROGRAM WAS INITIATED LAST SUMMER. 
SOME OF THE SETTLEMENTS HAVE BEEN FOR LOWER PAID WORKERS 
FOR WHOM THE 6 POUND LIMIT REPRESENTS CLOSE TO A 20 PER- 
CENT WAGE INCREASE. TO WHAT EXTENT, THEREFORE, HAS THE 
DEACCELERATION OF INFLATION BEEN DUE TO THE WAGE RESTRAINT 
PROGRAM RATHER THAN THE GENERAL EFFECTS OF RECESSION? 

4. WHAT IS THE LIKELY PATH OF GOVERNMENT SPENDING DURING 
THE FISCAL YEAR 1976-77 BEGINNING IN APRIL? THE BUDGET 
LAST YEAR CALLED FOR CUTS IN PROJECTED SPENDING LEVELS 
TO BEGIN WITH FISCAL YEAR 1976-77. IN THE CURRENT FISCAL 
YEAR, HOWEVER, EXPENDITURES IN VOLUME TERMS SEEM TO BE 
LARGER THAN BUDGETED. ARE THE EXPENDITURE CUTS NOW BEING 
DISCUSSED FOR FY 1976-77 EXPECTED TO SLOW DOWN THE GROWTH 
IN REAL GOVERNMENT SPENDING FROM THE PRESENT HIGH BASE, 

OR WILL THE CUTS REDUCE SPENDING BACK TO THE VOLUME LEVELS 
PROJECTED LAST MARCH? 

5. RE PARA 12 REFTEL, 1975 WHITE PAPER CALLED FOR GROWTH 
IN GOVERNMENT EXPENDITURES OF 2.75 PERCENT IN FY 1977-78 
AND 1978-79. HOWEVER, CHANCELLOR S LETTER OF APPLICATION 
TO IMF FOR NEW UK DRAWING HAD TARGET OF HOLDING REAL 
GOVERNMENT EXPENDITURES CONSTANT IN THESE FISCAL YEARS. 

6. THE GROWTH RATE OF THE MONEY SUPPLY HAS BEEN KEPT 
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BELOW THE RATE OF GROWTH OF MONEY INCOMES AS AN ANTI- 
INFLATIONARY POLICY TOOL. IN THE LAST QUARTER OF 1975 
Ml AND M3 CHANGED HARDLY AT ALL. HOWEVER, THE CHANCELLOR'S 
LETTER TO THE IMF CONTAINS AN ESTIMATE OF GROWTH IN DOMES- 
TIC CREDIT WHICH WOULD PERMIT AN ACCELERATION IN THE MONEY 
SUPPLY. RAISING THE POSSIBILITY THAT BY THE END OF 1976 
THE MONEY SUPPLY COULD BE RISING FASTER THAN MONEY INCOMES. 
WE WOULD THUS BE INTERESTED IN ANY LIGHT UK DEL COULD SHED 
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ON THE OUTLOOK OR TARGET FOR GROWTH IN THE MONEY SUPPLY 
DURING THE COMING YEAR. 

7. WHAT IS THE UK DEL'S BEST ESTIMATE OF THE COMBINED 
EFFECT OF INFLATION AND STERLING DEPRECIATION ON THE COM- 
PETITIVENESS OF BRITISH EXPORTS IN RECENT YEARS? SOME 
COMMENTS BY BRITISH AUTHORITIES INDICATE THAT THESE TWO 
EFFECTS HAVE CANCELLED EACH OTHER OUT AND UK EXPORTS ARE 
ABOUT AS COMPETITIVE NOW AS THEY WERE WHEN STERLING WAS 
FLOATED IN JUNE 1972. HOWEVER. SOME INDEPENDENT ESTIMATES 
(SUCH AS BY MORGAN GUARANTY) OF PRICE-ADJUSTED TRADE- 
WEIGHTED EXCHANGE RATES SHOW THAT THE DEPRECIATION OF 
STERLING HAS NOT FULLY REFLECTED THE UK'S INFLATION SINCE 
1973. 

8. SECRETARIAT EXPECTED SAVINGS RATIO WILL FALL ABOUT 
ONE PERCENTAGE POINT IN 1976 (PARA 43 REFDOC). IS THIS IN 
LINE WITH HMG EXPECTATIONS ALSO? KISSINGER 
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